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Trade vs. Aid 


* 


rR. FRIEDMAN: “Trade, not aid”—this catchy slogan emphasizes one 
ie major problems which will face the new Administration when 
kes over this Tuesday. Ever since the end of World War II the 
ed States has been giving billions of dollars to Europe each year. 
‘since the end of World War II we have been seeking to free the 
nels of trade and to promote the economic integration of the free 
d. Have these policies succeeded? Have they been the right poli- 
Must we continue to give large sums every year to the nations 
rope? Can we formulate a fresh policy which will make this 
scessary, at the same time promote the economic well-being of the 
tern world, and also facilitate a maximum defense effort? 

1e new Administration has an unusual opportunity to make a fresh 
on this basic problem of American foreign policy. Morgenthau, in 
ight of our past performance, do you think that a fresh start is 
needed? 


x. Morcentuau: A fresh start is indeed needed, for the objectives 
which we started the Marshall Plan in 1947 have not been 
ved. Those objectives were twofold: the one, economic; the other, 
ical. In the economic sphere it was our purpose to restore the 
ns of Western Europe to economic health, to close the dollar gap, 
ise their productivity, and to eliminate the social and economic 
ances which had obstructed the economic development of West- 
surope. In the political field it was our purpose to eliminate the 
of internal communism in Western Europe. In both those fields 
k that we have either had to notice complete failure or a very 
ied success at best. 


-FriepMan: Schultz, what is your view on this? 


Scuuttz: Let me first react to what Morgenthau said. If we take 
purposes, he is asking for a political and economic paradise; 
course, we are not in that paradise. But I would argue that I 
clean-cut separation in what we do to free the channels of 
in what we do to provide military and technical aid—in this 
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case to the nations of Europe. The new Administration, as y 
implied at least in your question, Friedman, can do much to impré 
trade. But as our trade policy is reexamined, it will be a mistake—a 
a great mistake in my judgment—to link this effort to our milit 
aid to NATO and to our technical aid to European and to other cot 
tries. It is my belief that to get ahead in rethinking our national p 
grams in this era we simply must separate our thought on trade a 
on aid. They are not, as we will argue later—at least as I shal 
substitutes one for the other. 


Mr. FriepMan: I think that we should turn to examine a little 
more the question which Morgenthau raised about the success of ¢ 
past policies. Clearly these policies have involved a great effort 
the part of the United States in giving billions of dollars to Euro 
The elimination of such aid would help to accomplish the objecti 
of reducing our taxes. We need to ask ourselves the question 
whether this failed and, if so, why it failed. As Morgenthau sa 
one of its main objectives was to achieve the economic well-being 
the nations of Western Europe by the end of 1952. This objective, 
can see, has not been accomplished. 


Mr. Scuuttz: I want to agree with what is the view which is | 
ferred by what you have just said and what Morgenthau said at 
outset, provided we set this in a firm framework. If you say 
the Marshall Plan has failed to free the channels of trade, I agr 
and I would go further and say that the Marshall Plan, in fact, 
been one of the causes of that failure. 


Mr. FriepMan: It has done more than that. It seems to me that 
Marshall Plan, at least in some countries, by solving the imme 
problems, has promoted a tendency on the part of those coun 
to push away the longer-range problems . . . 


Mr. Scuuttz: Right! 


Mr. FriepMaAN: .. . of economic reorganization and has led 
to continue inefficient methods of organizing their production an 
conducting their trade. 


Mr. MorcentHau: But what about increasing productivity, 
is the one point which is generally mentioned as a great succes 
the Marshall Plan? It is generally said that the productivity ind 
Western Europe today stands at 130 per cent of what it was in 
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* this seems to be the one success which the Marshall Plan has 
‘ved. 


x. FriepMaNn: The question is whether you can attribute that to 
Aarshall Plan. With or without aid, productivity in Europe would 

risen. The question is how much would it have risen with 
how much without? Perhaps aid has contributed to its rise, be- 
: certainly it has provided them with resources that they would 
aave had. But it has also to some extent interfered with it. 


x. ScHuLTz: One may say a number of things in addition to what 
iman has just said. Let us contrast Canada and its performance 
the war. In this case we find a remarkable growth in productivity 
sapita; and there has been this really fine interplay in its inter- 
mal position of the economic side. Let us also take Finland, 
aer extreme—a country that came out of the war with many 
ens, including a large reparation. Again I should say that it has 
an excellent performance without Marshall Plan aid. 


.. FrrepMan: Morgenthau, as a political scientist you point to 
‘conomic achievements of the Marshall Plan. As an economist I 


‘id have pointed to the political achievements. Has it succeeded 
? 


.. Morcentuau: I cannot see any beneficial results of the Marshall 
in the political field except perhaps—and I emphasize “perhaps”— 
eneral psychological effect which demonstrated to the peoples of 
ern Europe that the United States was vitally interested in their 
mic and political well-being and in their defense against com- 
‘sm. But, if we consider that latter point, the defense against 
nal communism, it seems to me that the failure is obvious. Today, 
1947, one out of every four Frenchmen votes Communist. 


. ScHuttz: But to argue that it should have been the function 
2 Marshall Plan, even if it had been written in as an objective 
where, which I do not believe can be found, that every last 
munist should have been converted, that he was wrong, is going 


- MorcentHav: Nobody has said that; and certainly I have not 
at. 


Scuutrz: But the political processes have gone to the right. 
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Mr. Morcentuau: But if, let us say, the number of Commu 
votes in France had been cut in half in the last five years, I we 
have said, “Here is a great success of the Marshall Plan.” If the m 
ber of Communist votes in Italy had decreased to any noticeable 
tent and had not increased to a very noticeable extent, as it actu 
has in the last five years, I would say that the Marshall Plan had b 


successful. 


Mr. Scuuttz: But I must say, on your own criteria, that the 
velopments in France and Italy simply suggest to me at least that 
Communists are not in the strategic position politically and are 
internally in as strong a strategic position as they were five years ¢ 


Mr. FriepMan: But the political problem is not only one of ce 
munism; it is also one of international cooperation and defense aga 
Russia, which is related but not the same thing. 


Mr. Scuutrz: That is right. 


Mr. FrirepMan: And in this respect it seems to me that one of 
costs of the Marshall Plan has been in some respect that, while { 
moting, as Morgenthau mentioned, a belief in the interest of Amel 
in Western Europe, it has also promoted anti-Americanism by f 
moting the feeling that we were trying to interfere in the inter 
affairs of the various nations. 


Mr. MorcentHau: And of course the question is exactly whet 
we should not have interfered more than we actually have. As it 
we have gained the worst of both worlds. We have not gained 
support of the ruling group in those countries which have prima 
benefited from our aid. We certainly have not gained the suppor 
the broad masses of those countries which, by and large, are in 
same social and economic position that they were when we st 
our economic aid. If we had intervened energetically—tactfully 
true—but also with a long-range plan for social and economic 
provements, we would have gained the enmity of the groups 
would have lost through such reforms, but, at the same tim 
would have gained the enthusiastic support of those broad mass 
underprivileged people who now give their allegiance to the 
munist party and through the Communist party to the Soviet U. 


Mr. FrrepMan: This assumes that we know better than the vai 
countries themselves what should have been done internally. 
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x. Morcentuau: In a sense we do, I am sure. 


x, FRIEDMAN: But whatever may have been in the past and what 
night have done in the past, it is clear that, whether the Marshall 
is a complete failure, a partial failure, or a partial success, there 
sreat unwillingness on the part of almost everyone, the European 
ns included, to continue simply along those lines. That accounts 
largely for the rise of this slogan of “trade, not aid.” Mr. Churchill 
nented recently that Britain wanted to do without dependence 
conomic aid and would prefer to substitute economic trade. So 
ak that we ought to turn from this assessment of the past to the 
ion of whether trade and aid are really substitutes for each other 
at relation they bear. 


. Scuuttz: I dissent rather widely from what Morgenthau was 
; but I will let that go now, for I do not want to equate aid, as 
iscuss it now, with what was done under the Marshall Plan. I 
d want really to see us separate, as I said at the outset, our 
pt of aid and then, of course, trade and avoid the slogan, be- 
I think that it is extraordinarily misleading. 

“aid,” can we agree that this means the kind of resources which 
at back of the military? Let us say that it is those which go to 
O, in which we appropriate funds in the joint effort to strengthen 
ilitary effort of Europe. 


| FRIEDMAN: That is really quite a different thing from the kind 


ag which was done under the Marshall Plan. 
—Scuuttz: That is right. 


Friepman: It is really to be considered as part of our own 
-y and defense effort rather than as a means of strengthening 
nomies of Europe. 


Morcenruau: It really belongs in the category of the traditional 
es which in the seventeenth and eighteenth centuries the stronger 
€ to its weaker associates. It is in our interest that the Western 
an countries are able to defend themselves; and since we are 
one boat, militarily and politically speaking, we give a part of 
military equipment to them for their purposes which are 
with our own. It is an entirely different thing from the idea 
1omic aid in terms of the Marshall Plan or the Mutual Security 
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Mr. FrrepMan: But if we consider the economic aid, I would wa: 
to underline strongly what Schultz said earlier that the issue of trac 
and the issue of aid are two separate issues. If we were to succee 
in what I think ought to be our objective of freeing trade very su 
stantially, I do not think that that by itself would have much effe 
upon the problem of aid. 


Mr. Scuuttz: Let me say I agree and analyze what Morgenthe 
said a moment ago—going back to earlier history and taking th 
notion of military aid, if you want to call it that. Surely trade is n 
a substitute for that. This is what you are saying, is it not? We hay 
a problem here of the kind of policy which comes into the military. 


Mr. FriepMan: I am trying to emphasize your point even mo: 
broadly, Schultz. Let us consider economic aid proper—the kind « 
thing which we did to strengthen Europe’s economies—not militar 
aid. Here I would say that the expansion of trade, however desirable- 
and I think that it is very desirable—would not really affect the cot 
ditions that in the past have led us to give aid, namely and mo 
particularly, the problem of the dollar gap. 


Mr. MorcentHau: Would you say that it will not do so at all, ¢ 
would you say that it will do so only to a certain extent? There is 
difference between saying that we are going to substitute trade fe 
aid and forget about aid entirely and saying trade can take part « 
the burden which the American taxpayer is carrying now from h 
shoulders and so can free a certain amount—a couple of billion dollars- 
for other American purposes. 


Mr. FriepMan: I would say not at all, Morgenthau. The importat 
problem is in eliminating the apparent need for aid. (Because I may s 
that I do not believe that there is now any real need for economic aid 
There appears to be need, it seems to me, because of the inappropria’ 
arrangements which we have for transferring currencies. This is 
technical problem; and yet I think that it is at the bottom of the difficul 


Mr. Scuutrz: Let me take Morgenthau’s point in another cont 
Let us agree that in the case of Germany its economy has been worki 
rather well. We have been transferring to the Germans, in eff 
considerable aid for military purposes. We cannot improve the tra 
relationships with Germany, at least the United States cannot, v 
much by trade policy. These I assume are in fairly good shat 
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Actually here there is no substitution whatsoever in the sense that I 
-am saying that we cannot make much more headway on the trade 
side, except perhaps in the sterling group—but certainly not into the 

dollar area as such. 


Mr. FriepMan: Of course, in our own past emphasis in Europe on 
free trade, the United States has, in part, been self-contradictory. On 
the one hand, our representatives in Europe have been going around 
Europe urging the European countries to eliminate trade barriers to 
free the channels of trade. At the same time here at home we have 
been repeatedly engaging in actions which have been interfering with 
trade. The natural tendency is to think, of course, of our tariffs, but 
Ido not believe that they have been the respect in which we have been 
worst, as it were, in the last few years. Schultz, you have recently 
been looking into some of these restrictions. 


_ Mr. Scuutrz: It is just true that, whereas tremendous errors in 
policy are under way and that for a long time in Europe (particularly 
Great Britain and sterling in relationship to the dollar), we also have 
been definitely protectionistic to the point of issuing quotas and mak- 
ing trade fit into quotas in all directions, particularly in agriculture. 
In exports we are dumping all around too because of internal policies; 
and the standard performance in shipping is all a part of the scene. 


_ Mk. Friepman: The reason for eliminating these kinds of restrictions 
on trade is not particularly to help the foreign countries but to help 
ourselves. 


Mr. Morcentuau: In other words, the abolishment of restrictions 
on trade is a good in itself. It is justified on economic grounds, which 
have absolutely nothing to do with the problem which motivated us 
to start the Marshall Plan and this policy of economic aid to Western 
Europe. 

Mr. FriepMan: This is a problem which has been with us for a 
hundred years and throughout which we have had the strong free-trade 
sentiment. Particularly economists, of course, have always been strongly 
in favor of free trade on the grounds that there is no point in wasting 
our own resources in producing things which we could get more 


cheaply from abroad. 


Mr. Morcentuau: That is a classical argument in favor of free 
trade, in other words; is it not? 


Es 
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Mr. FrrepMan: It is; and it is one which is at least as strong as it 
ever was, and it has the added strength that, if we were to take this 
strong and striking measure of freeing our own trade in our own 
interest, it would, I think, react very favorably politically in the atti- 
tudes of foreign nations. 


Mr. Scuuttz: I would like to go back to one of the questions you 
put right at the beginning on this Rounp Taste, Friedman—namely, 
what the opportunities are that the new Administration has in this area. 
I think that they are really very great; and actually one may have 
rather good expectations that a new advance can be made in freeing 
trade, particularly as we have obstacles which are part of our own 
making. 

But when we consider the obstacles in the hands of the United 
Kingdom and other countries, this is not so easy. 

But I do want to repeat here that the Marshall Plan and other aids 
which we have had earlier have postponed a decision on these. This 
is the point which was implicit in what you said earlier. 


Mr. FriepMan: The fundamental problem here is, of course, the 
so-called dollar-gap problem. There is a strong tendency for people 
to believe that there are some fundamental reasons why the nations 
of Europe and England have a so-called dollar shortage. Personally 
I believe that the fundamental problem here is a very different one. 
It is simply the problem of the arrangements for the pricing of foreign 
currencies. My own belief is that the real solution to this problem lies 
in establishing a system like that between Canada and the United 
States... 


Mk. Scuutrz: Right! 


Mr. FriepMaN: . . . in which the exchange rate is left free to find 
its own level on the market without government interferences. But 
that, I quite agree, has been the major problem in this area. 


Mr. Scuuttz: Let me ask Morgenthau if we have convinced him 
that trade is a desirable objective in itself and that achieving this ob- 
jective does not necessarily take care of what we are talking about as 
aid. 

Mr. MorcentHau: I came to this broadcast with that conviction. 
You have not convinced me, but you have strengthened my conviction. 


Mr. Scuuttz: We gave you good arguments. 
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Mr. MorcentHAu: You gave me good arguments to support it. 
Mr. Scuuttz: It was a pleasure. 


Mr. Morcentuau: But I am still anxious to know what we are going 
to do about the objectives which originally moved us to start the 
Marshall Plan and to pour tens of billions of dollars into Europe, 
that is to say, to restore the economic health of Europe and to restore 
the political health of Europe. What are we going to do about this? 
Trade does not take care of this, we have agreed. 


Mr. Scuuttz: Why not? You said two things: economic health and 
political health. Surely trade does contribute very substantially to eco- 
“nomic health. 


Mr. MorcentHau: Economic health only in the sense that it elimi- 
nates imbalances in foreign trade. 


Mr. Scuuttz: That is terribly important; that is the dollar gap. 
Mr. Frrepman: I think that it contributes to political health also. 
Mr. MorcentHau: In what respect? 


Mr. FriepMan: The political health of the Western world depends 
‘upon its having an economic system which is working freely and well— 
/an economic system which provides an increasing standard of living 
-and, in particular, an economic standard which does not lead to contin- 
ual friction among the nations of the Western world—like the political 
effects of our having to have a continuous dispute with England or 
'with France about aid. 

Mr. Scuuttz: Morgenthau is shaking his head now. 


Mr. Morcentuau: I want to say a word. I want to translate my 
head-shaking into an argument, if I may. Let me take the example of 
the foreign trade of Egypt. Let us suppose that we free the trade between 
ourselves and Egypt to such an extent that Egypt will have a dollar 
» surplus, that the dollar gap will disappear, that all the beneficial results 
‘which you attribute to free trade will come about. What effect would 
‘this have upon the social, political, and economic conditions within 
/Egypt? We can be absolutely sure that the effendis who own the 
‘cotton land in Egypt would get much richer, but would the fellahs, the 
landless, impoverished, miserable workers, benefit from that? This is 
not the result of free trade. This is the result of internal economic, 
social, and political arrangements which both of you seem to neglect. 


> 
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Mr. Scuuttz: No. Again, you see, you have set up a whole series 
of things which represent your political paradise for Egypt; and then 
you say, “Trade does not achieve it.” Of course, it does not. Trade 
achieves a specific thing, which we have discussed. 

You are almost in the position of saying that the way to get things 
which we want politically in Europe is to knock the economic props 
out from under France and Great Britain and these other countries. 
Surely not? 


Mr. Morcentuau: No, but I come back to the original objectives 
of our economic aid with which economic aid has been sold to the 
American people year after year and has been sold to the Congress 
year after year. You will remember that the Secretary of Defense, the 
Secretary of State, and the Secretary of the Treasury came to Congress 
every year saying, “If you do not appropriate 8.5, or 7.8, or whatever 
the billions of dollars were, communism is going to triumph in Eu- 
rope.” I am wondering how are we going to combat communism in 
Europe by free trade. 


Mr. FriepMan: Because free trade, if it does in fact contribute to 
improved economic conditions the world over, will be the best method 
of combating communism. It will be the best method in that it gives 
the people of the world a positive objective to strive for. It gives them 
an alternative program. 


Mr. Scuuttz: Let me interrupt, because in a sense we are not going 
to resolve this. You are asking everything to be accomplished by trade, 
and, of course, it will not. 


Mr. Morcentuau: No, I do not ask that. I am asking the question: 
What does it accomplish? Does it accomplish the political and social 
objectives which we obviously want for these countries, which has 
been requested for these countries? 


Mr. Scuuttz: It gives larger national product to these countries. 


Mr. FrrepMan: But it does not in and of itself obviously reform the 
internal arrangements within the countries; and that is something 
which we cannot really hope to accomplish by direct intervention or 
trade or aid. 

Mr. Scuuttz: We have not defined “aid” here, really, and that is 


one of the reasons we are up in the air a bit. We have said a number 
of times that trade will not take care of the policies and programs 
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which we want under aid. We have all agreed to that, and I certainly 
would underscore it. We will not get the right amount and kind and 
programs in military aid by doing the desirable thing on the trade 
side. 


Mr. FriepMan: Of course, the objectives of our so-called aid pro- 
grams have been changed very drastically in the last few years, and 
particularly, to begin with, there was very little emphasis upon the 
rebuilding of the defenses of the world, and this has come to assume 
a major importance. 


Mr. Morcentuau: An overriding importance. But I still would ask, 
then, the question: What are we going to do about the original ob- 
jectives of the Marshall Plan—objectives which, in my opinion, are 
as vital if not more vital today than they were five years ago? 


Mr. Scuuttz: But, again, you mislead us by putting it this way. 
We have moved on. We have redefined our national objectives. We 
are interested now in strength and security in Europe, a framework 
of joint military effort; and this is not getting rid of every last Com- 
munist in France, if that ever was a desirable objective at best. What 
do we need to do in this respect? Here, I think, we ought to talk aids. 
Should we set aside in our budget and put it in the Pentagon, or some 
place else, five billion dollars in the next fiscal year, which is to help 


build NATO? 


Mr. Morcentuau: Yes; but you see I do not think that there can 
be effective military defense of Western Europe without a cure or at 
least a drastic mitigation of the moral and social disease which holds 
countries such as France and Italy in its grip and for which the rise 
in the strength of communism in those countries is the outward 
manifestation. 


Mr. FrrepMan: But this is a problem which perhaps can sometimes 
be better attacked indirectly than directly. By going in and saying, 
“We're going to give you money to stop communism,” we may have 
interfered with our objectives as well as promoted them, whereas by 
establishing a free system we may establish conditions which will pro- 
mote our objectives. 


Mr. Scnutrz: But all through, it seems to me, that we are arguing— 
at least I am arguing—that we must separate these two functions. One 
is trade, and I certainly am not arguing that this is going to solve the 
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political problems from the national point of view of the United 
States. Military aid comes in this latter group. I should say that 
technical aid does also. I have not said a thing about “economic aid” 
throughout, because I do not know what you mean in the present 
context. But if it means simply underwriting the dollar gap of Great 
Britain, I think that I am definitely opposed, because that simply post- 
pones their putting their house in order. 


Mr. Morcentuau: So am I. 


Mr. FriepMan: This basic issue which we have been discussing of 
American economic relations with foreign countries is going to be 
with us throughout the coming years, will assume increasing impor- 
tance, and will be extremely important. We are agreed on this program 
that the slogan which has been developed of “trade, not aid” greatly 
oversimplifies the problem—that these are two separate issues. We want 
more trade. We want such aid as will accomplish our objectives and 
no more. These two problems must be faced independently. 


TRENDS IN WORLD TRADE* 
By HAROLD H. HUTCHESON 


International Business Machines World Trade Corporation 


* 


SINCE the end of World War II the world has experienced a consider- 
able growth of production and trade. Progress has been substantial and 
on a broad front. Recovery has been much more rapid than was the 
case after World War I. Given the losses to be made good and the 
further handicap of economic problems antedating the global conflict 
of 1939-45, the achievements to date are notable. 

But encouraging as this performance has been, it must be admitted 
that the situation today leaves much to be desired. The gains thus far 
registered have not been consolidated. 

A brief review of the recovery effort since 1945 reveals the task that 
lies ahead if the Western world is to enjoy sustained economic prog- 
ress. Simply stated, our goal has been a monetary system in which the 
major currencies are freely convertible, trade expands on a multilateral 
basis to permit maximum gains in productivity through greater special- 
ization, and capital flows between nations on a large scale to promote 
the development of resources. Unhappily, however, there is a long road 
to be traveled before these objectives are reached 

The “dollar shortage” continues. The British pound sterling and 
other leading currencies remain inconvertible. Yet convertibility is a 
precondition for the growth of multilateral commerce. Lacking ade- 
quate reserves, nations closely regulate their imports and are not anx- 
ious to give up bilateral arrangements. It is true that in some instances 
trade restrictions have been liberalized. A good example is the reduc- 
tion of quantitative import controls by the 18 members of the European 
Payments Uniont+ whose mutual trade increased more than 60 percent 
between 1948 and 1951. Negotiations among the signatories to the Gen- 
eral Agreement on Tariffs and Trade (GATT), beginning with the 
sessions held in Geneva in 1947, have also resulted in tariff cuts. But 


* Reprinted by special permission from Foreign Policy Bulletin, December 1, 1952. 


+ The 18 members of the European Payments Union (EPU) are Austria, Belgium, Den- 
mark, Finland, France, Greece, Iceland, Ireland, Italy, Netherlands, Norway, Portugal, 
__ Spain, Sweden, Switzerland, Turkey, Britain and West Germany. 
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generally speaking, progress toward freer world trade has been limited. 
Currently there are clear signs of a trend toward protectionism, includ- 
ing growing opposition to foreign competition on the part of some 
American industries. 

Since little headway has been made in achieving convertible curren- 
cies and freer trade, it is not surprising to find that the international 
flow of private capital remains at a low level. British, French and 
Dutch investors no longer possess funds to lend abroad freely as in the 
past. Only the United States is in a position to provide capital on a 
large scale. Since the war this country has invested heavily in Canada, 
certain Latin American republics, and the Middle East (in petroleum 
development). Elsewhere, however, our investments have been rela- 
tively small. No outflow of capital comparable to that formerly main- 
tained by the European creditor nations has developed. Domestic out- 
lets for savings are ample and highly attractive, while abroad conditions 
are generally unfavorable. The less developed countries depend to a 
large extent on intergovernmental grants and credits, mainly from the 
United States. The revival of private foreign investment will be deter- 
mined by a number of factors, not the least of which is a review of the 
role of external financing in world economic development. 

The International Bank for Reconstruction and Development is 
making an important contribution in this connection. The bank has 
done much to demonstrate the necessity for careful planning of invest- 
ment projects requiring capital imports. Other United Nations agencies 
are studying the development problems of particular countries and 
areas. We are learning that economic progress is an intricate process. 
With similar considerations in mind, the National Planning Associa- 
tion recently announced a series of case studies of selected American 
enterprises now operating successfully overseas. Such surveys, it is 
hoped, will provide a practical guide for future investments. 

Until a better balance is established in the world’s productive capac- 
ity, a satisfactory equilibrium in international payments will be impos- 
sible. The problem of imbalance existed before 1939; since then it has 
become much more serious. The war greatly reduced the productive 
power of Western Europe, while that of the United States underwent 
a large expansion, absolutely and relatively. Moreover, the sharp decline 
of Western Europe’s overseas assets means greater dependence on ex- 
ports of goods and services to finance essential imports. 

The Old World has therefore undertaken a vast program of recon- 
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struction and development. Unless, however, these investments are 
| financed out of real savings, the resulting inflationary pressure will be 

‘considerable. Such has been the experience of Western Europe since 
‘the war. Highly progressive taxation has diminished the amount by 
which personal income exceeds consumption expenditures. Savings 
tend to be less than the amount needed to finance investment. Condi- 
tions differ from country to country, but the general pattern since 1945 
has been one of total demand exceeding available resources. Inflation 
“remains a major problem in many countries. It is never easy, and cer- 
tainly not politically expedient, to cut back consumption. On the other 
hand, to reduce investment outlays means to postpone further the im- 
provement of productive power, without which the foreign trade posi- 
tion cannot be righted. 

After the outbreak of the Korean war in mid-1950, foreign dollar re- 
| serves increased considerably, particularly those of the sterling area. 
Feverish stockpiling of rubber, tin, wool, copper and other raw mate- 
| rials caused a skyrocketing of prices and a rise in the volume of Amer- 
ican imports. As a result, gold and dollar reserves held in London 
increased by $1,612 million during 1950. In the first quarter of 1951 
there was a further rise of $458 million. To some extent, however, these 
' gains were illusory, for Britain, and also France, reduced domestic 
' stocks of raw materials in order to gain larger exchange reserves. 

_ Moreover, the commodity boom was short-lived. Prices reached a 
_ peak early in 1951. By August the New York and London indexes of 
staple commodities were only 25 percent above the early 1950 level. 
_A further downward movement occurred at the beginning of 1952. 

Needless to say, the slump in raw material prices reduced the dollar 

earnings of the British Commonwealth. Sterling area imports rose 
_ rapidly in the second half of 1951; Britain had to import more to rebuild 
its inventories. Accordingly, a substantial drain on the London reserves 
took place, the reduction amounting to $1,532 million in the last half 

of 1951 and another $636 million in the first quarter of 1952. A pay- 
ments crisis developed rapidly; by June 1952 the London gold and dol- 
lar balance totaled only $1,685 million. Once again Britain had to im- 
pose emergency import cuts. Another export drive was launched. 

In varying degrees most Western European countries have experi- 
enced adverse developments in their trade position as a result of the 
Korean war. The inflationary rise of food and raw material prices made 

os terms of trade more unfavorable. A larger volume of exports is now 
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required to obtain a given quantity of imports. In recent months the 
supply situation has eased considerably. But although prices of primary 
products are down, as noted above, they remain above the pre-Korean 
level. Meanwhile, because of the new wave of import restrictions, the 
attempt to strengthen exchange reserves through increased exports has 
been only partly successful. The hard-currency shortage continues to be 
a major problem, with no lasting solution yet in sight. 

The large outlays for rearmament have created an additional drain 
on resources, internal and external. Industries which produce military 
equipment and supplies are also those on which the export drive de- 
pends. Without assistance from this country, no large rearmament pro- 
gram would be possible. In the case of Britain, further cutbacks have 
been necessary to ease the strain on the balance of payments. National 
income data for 1951, recently published by the British government, 
show a decline of both personal consumption and capital formation. 
But despite these adjustments, the inflationary gap was larger than be- 
fore. Clearly, Britain has been attempting more than its resources can 
support. Other countries, especially those undertaking development 
programs, display the same inability to equate demand and production 
without further inflation. Internal lack of balance generates external 
imbalance. 

It has been frequently pointed out that Western Europe will not be- 
come economically independent until there is regional integration. Ac- 
cordingly, the Schuman plan for the iron and steel industries is widely 
acclaimed. But while cooperation offers undeniable advantages, no con- 
ceivable economic union in Western Europe can make that region self- 
sufficing. On the contrary, a large overseas trade is indispensable. This 
means that Western Europe must find adequate foreign markets to 
permit the exchange of its manufactures for food and raw materials. 

To compete effectively, however, industrial Europe must match the 
productive efficiency of the United States, its main rival. In this country 
capital formation since 1945 has broken all previous records. Our man- 
ufacturing capacity has increased by 50 percent; petroleum capacity is 
up by 63 percent; while steel capacity is larger by 20 percent. The 
farmers have also set new production records. At the same time, ex- 
ports have greatly expanded. Although total exports are only 5.1 per- 
cent of the gross national product (1947-51 average), foreign trade is 
much more important for a number of industries than is indicated by 
this figure. The United States is now the world’s leading exporter. Our 
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imports are also the largest of any nation. This country is the leading 
consumer of most raw materials. 

" These changes in the economic position of the United States are a 
“matter of great significance to Western Europe. During and since the 
ie we have increased our share of markets in which European export- 
ers were formerly dominant. The tremendous rise in imports has given 
‘other nations, the primary producers in particular, a larger supply of 
dollar exchange, but much of the increase has been used to finance in- 
‘creased exports from the United States rather than Europe. In short, 
the interdependence of this country and other trading areas is greater 
‘than before the war. 

The superior productivity of the United States is one reason why Eu- 
ropean exporters have been handicapped in expanding their market 
here and elsewhere. It must be admitted, however, that the tariff system 
and restrictive customs formalities of this country represent another 
factor. While we have reduced many duties, the rates applied to a num- 
ber of important items remain high. Moreover, since we seek conces- 
sions in favor of our exports, there is little opportunity for other nations 
to raise the export-import ratio in their commerce with the United 
States. The trade agreements program has not done much to reduce 
the American export surplus. All treaties now in force include an “es- 
“cape clause” which permits cancellation of concessions should the in- 
|. crease of imports threaten domestic producers. Calling attention to the 
“increasing body of restrictive laws” in this country, President ‘Truman 
last summer requested the Public Advisory Board for the Mutual Se- 
curity Agency to make a full investigation of the conflict between our 
foreign trade legislation and the desire to strengthen the economy of 
the free world. The policy of restricting trade with the Soviet bloc, he 
pointed out, makes it imperative that other markets be expanded for 
the benefit of our allies, who cannot prosper unless they increase their 
z Kport trade. . 
Whatever the causes, Western Europe has been unable to recover its 


a ope supplied eet 16 percent of our imports, compared with 25 
nt in 1938. The alternative to earning dollars directly is to de- 
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to expand domestic pcielicted output and the production of overseas 
territories, especially in Africa. Seeking a permanent solution to their 
dollar problem, the British are also giving increasing attention to the 
possibilities of-a larger trade within the sterling area. This subject was 
discussed at a meeting of Commonwealth prime ministers in January 
1952 and was examined in greater detail at another gathering in Lon- 
don during November. On the Continent, the Consultative Assembly 
of the Council of Europe adopted a proposal at its September session 
calling for the creation of a vast new trading bloc which would include 
the British Commonwealth and all European overseas territories. Such 
projects, however, are unlikely to accomplish much unless there is a 
sizeable outlay of capital to increase overseas productive capacity and 
income. Since Europe is not in a position to provide the required fi- 
nancing, it is hoped that American investors can be induced to supply 
funds. 

In short, it is apparent that the free world has not yet created a work- 
able trade pattern that will enable all members to pay their own way 
without a serious reduction of consumption and investment. Continued 
American aid is unsatisfactory to all concerned. What is desired is the 
growth of commerce on a reciprocal basis. Just as in the domestic econ- 
omy the highest productivity is obtained through division of labor, so 
also in foreign trade specialization must be accepted as the generai rule. 
Free enterprise means competition, foreign as well as domestic. Faced 
with the threat of aggression, the West must promote strength through 
greater economic unity. On the foreign trade front, this will be possible 
only when those who wish to sell are also willing to buy. 
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